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The Injunction. 


It forbids the defendant, not from selling or leasing 
phonographs and supplies within the State of New 
York, but from doing so “in violation of the provi- 
sions of, and of the rights of the complainant under 
certain contracts as extended,” between the North 
American Phonograph Company and the Metropolitan 
Phonograph Company of the date of October 12, 1888, 
between Edison and others and Jesse H. Lippincott, 
of the same date, between the North American Phono- 
graph Company and Haines, of the date of February 
6, 1889, and between complainant and the North 
American Phonograph Company, dated July 1, 1893. 

Of the four contracts specified, two are licenses from 
the North American Company to the complainant’s 
predecessors, one is a contract by which Edison 
waived certain possible defaults by Jesse H. Lippin- 
cott or the North American Company in favor of 
the Metropolitan Company, and another is a contract 
by which the North American Phonograph Company 
became authorized to enter into the licenses. The 
Metropolitan Company became a territorial licensee of 
the North American Company by the contract of 
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October 12, 1888, and Haines became one: by the 
contract of February 6, 1889. The complainant 
acquired both of these licenses, the former covering 


. the County of New York and several adjacent coun-} 


ties, and the latter covering the other counties of the 
State of New York. 

What were the rights of the complainant under these 
contracts ? 


The Source of the Complainant's Rights. 


The source of the complainant's rights was the 
North American Company, and as they cannot be 
greater than those that company could legally transfer, 
it is first to be ascertained what the rights of the 
North American Company were. 

All the rights of the North American Company were 
derived from a- contract between Lippincott and Edi- 
son of June 28, 1888, an assignment from Lippincott 
to the North American Company of July 17, 1888, and 
a contract of Lippincott and Edison with the North 
American Company of August 1, 1888. 

By the contract of June 28, 1888, Edison agreed to 
transfer to Lippincott the capital stock of the Edison 
Phonograph Company, which was then the owner of 
the patents to and applications by Edison for inven- 
tions relating to the phonograph, for $500,000, $250,- 
000 of which, was not to be paid by Lippincott until 
November 1, 1888. 

By the assignment of Lippincott to the North 
American Phonograph Company on July 17, 1888, the 
latter acquired all the rights of Lippincott in the pat- 
ents, which he had acquired by the contract of June 
28, 1888, 

By the contract of August 1, 1888 (which recites 
that the North American Phonograph Company had 
acquired the “necessary rights ” to exploit and intro- 
duce the phonograph), Edison agreed, among other 
things, to assign to the North American “Phono- 
graph Company, any invention or improvement upon 
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dhe phonograph made by him within fifteen years, 
the expense of procuring such patents to be paid by 
the company, and specified annual advances for the 
purpose of experimentation, to be allowed to him by 
the company. 


As the result of these several contracts, the North - 


American Company acquired a title to certain existing 
patents, which had theretofore been granted to Edison, 
relating to the phonograph, and also the right to the 
assignment of all further inventions which Edison 
might make before August 1, 1903, upon complying 


with its promises to make advances, pay expenses, etc. 
' Thus the title to existing patents originated in the 


contract of June 28, 1888, and the title to future in- 
ventions was derived from the contract of August 1, 


1888. 


The Rights Transferred to the 
Complainant. 


Whatever rights the North American Company may 
have acquired, those of complainant are limited to 
such as were derived by it under the licenses. 

The license contracts relate solely to phonographs 
made under the patents already acquired, or to be 
thereafter acquired by the licensor. 

See page 21 of Defendant's Exhibits. 


The preliminary recitals and the covenants, relate 
only to such phonograpbhs. It is true some of the 
eovenants use the general term “ phonographs and 
supplies,” or “instruments and supplies.” But these 
terms are to be read in the light of the context, and 
plainly refer to such phonographs, instruments, etc., as 


»are the subject of the license. 


By these licenses, complainant acquired the right to 
exhibit. lease and sell, within the State of New York, 
(1) all phonographs embodying the existing patents 
which the North American Company had acquired, (2) 
provisionally, all embodying the inventions which 


Raymond R. Wile 


Research Library 





4 


Edison might thereafter make before August 1, 1903, 
and (3) to enforce the negative covenant of the North 
American Company not to “ grant other similar rights 
or any rights " for the same territory. 

The rights (1) and (2) are pure licenses, or terri- 
torial interests in the patents. For any invasion of 
them by the licensor, an action for infringement would 
be the appropriate remedy. 

Littlefield vs. Perry, 21 Wall., 223. 


They are an interest created by the patent laws. 

The right (3) is not created by the patent laws, but 
is purely one of contract, and an appropriate remedy 
for its violation would be an action for a breach of 
covenant. . 
a vs. Paris Gas Light Co., 168 U.S., 


What Rights, thus Acquired by the Com- 
plainent, Had the Defendant Violated 
When the Injunction Was Granted? 


The injunction, in effect, forbids the defendant from 
continuing the wrongful invasion of the complainant's 
rights, and it is therefore important to ascertain what 
defendant had wrongfully done. This is to be found 
by considering not only what the rights of the com- 
plainant were, but also what the defendant had done ; 
and also by considering what the Court decided, as the 
opinions of the Court, in the original cause, are illumi- 
nating upon the question of the scope of the injunction. 


Fist. The complainant, as has been shown, ac- 
quired the exclusive right, within its territory, to ex- 
hibit and sell phonographs made under the patents 
which had been granted at the date of the licenses. As 
to this, its right was unconditional. 

As has also been shown, it had also. acquired the right 
to exhibit and sell within its territory, phonographs 
embodying such future inventions made by Edison 
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before August 1, 1903, as the North American Com- 
pany should become entitled to. As to this, its right 
depended upon the title to be subsequently acquired 
by the North American Company, and the performance 
by that company of its contract with Edison for making 
advances and paying expenses. The North American 
Company actually acquired the title to some of these 
inventions, which were made prior to 1896. After the 
North American Company had disabled itself by its 
insolvency, and the disposition of all its assets, from 
performing its part of the contract, Edison was under 
no obligation to go on perfecting improvements for its 
benefit. r 

The complainant never acquired the right to exhibit 
or sell phonographs embodying patented inventions 
made subsequent to the receiver's sale of the assets 
of the North American Company, because that 
company did not perform its promises to Edison, did 
not acquire the title to any of the inventions made 
after that time, and Edison would not have been 
decreed by a court of equity to transfer the title 
except upon being paid the sum he was entitled to. 


» SEconD. The rights thus acquired, were in force 
when the injunction was granted. They could not en- 
dure beyond the life of the patents which enabled the 
licensor to transfer them to licensees. As each patent 
became extinct, the exclusive right of the licensee to 
sell phonographs embodying the invention of that 
patent, became extinct. But many of the patents were 
in life when the injunction was granted. 


Tarp. Prior to the injunction, the defendant had sold 
within the City of New York, phonographs embodying 
several of the inventions made by Edison prior to the 
spring of 1896. In the opinion of the Court this was 
deemed a wrongful invasion of the complainant's rights. 
True, the defendant had become the owner of some of 
the patented inventions through the title acquired at the 
receiver's sale ; but such a purchase could not impair 
the complainant's rights. The purchaser of a patent 
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takes title, subject to any outstanding licenses, whether 
he buys with or without notice. A license is good as 
against the world and need not be recorded. 

“Walker on Patents, Sec. 304, Fourth Ed. 


Fourts. The Court decided that because the com- 


plainant had acquired the foregoing rights, that be- 
cause some of them were in force at the date of the 
decree, as some of the patents were in force, and be-~ 
cause the defendant had wrongfully invaded them, 
complainant was entitled to an injunction and account- 
ing. Although in its two opinions, the Court dis- 
eassed various propositions of law, and referred to 
various authorities bearing upon them, upon analysis 
it will be found that Judge Hazen carefully refrained 
from placing his decision upon any other reasons than 
these. The Court of Appeals in affirming the decree, 
approved this reasoning. 


Since the Granting of the Injunction, the 
Defendant Has Obeyed the Mandate. 


The defendant has industriously disassociated from 
its phonographs every feature covered by any patent 
which was then in force, and uuless the meaning of 
the injunction has been misinterpreted, has not vio- 
lated it. As this branch of the case involves a de- 
tailed consideration of the several patents, and their 
duration, and the extent to which any of their inven- 
tions are found in the phonographs sold since the in- 
junction, I shall leave its discussion to the brief and 
argument of my associate. 

It is proper, however, to observe that the present 
application is practically a concession that the defend- 
ant hus not violated the injunction unless it forbids 
the defendant from selling phonographs which are dis- 
associated from all the patented inventions. 
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The Theory of the Present Application is 
: Novel and Unwarranted. 


The theory of the complaint seems to be (1) that it _ 


acquired from the North American Phonograph Com- 
pany the exclusive right to sell and use phonographs, 
and supplies therefor, within the State of New York; 
(2) that the defendant, through the purchase and 


transfer to it of the assets of the North American 


Phonograph Company at the Receiver's sale, became 
the successor of that corporation and assumed the 
contractual liabilities of that company; (3) that the 
complainant's rights endured until the expiration of 
the seventeen year term of any patent for an invention 
of Edison made prior to August 1, 1903; and that they 
are infringed by the sale in New Jersey to any pur- 
chaser of a phonograph or supplies who is at liberty 
to resell them in New York. 

Whether Judge Keocu decided these propositions 
or not, is a matter which does not bear upon the ques- 
tion whether the defendant has violated the injunction 
of this court. This court has never decided any such 
legal propositions. It carefully avoided deciding them,, 
though it may be conceded that Judge Haze inti- 
mated in his first opinion that some of them might be 
correct. 


The Absurdity of the First of These 
Propositions. 


Frmsr. The North American Company could not 
‘grant to anybody a right for the exclusive sale of 
phonographs. It did not possess any such right, be- 
cause anybody was entitled to make, use and sell 
phonographs, unless they embodied some of the pat- 
ented inventions belonging to it. It could grant such 
rights as it had to control the manufacture, use or sale 
of phonographs containing the patented inventions. 
‘The licenses, because of the nature of the right granted, 
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as well as by the language employed, are'to be con- 
strued as a transfer to the licensees of the exclusive 
right to exhibit and sell in New York phonographs and 
supplies embodying patented inventions owned by the 
North American Company. 
Undoubtedly that company could contract that it 
. would not itself sell “other similar rights or any 
rights” for the use or sale of phonographs in the 
licensed territory, or make any contracts with third 
persons which would impair the territorial mghts of 
the licensees, and for the breach of such a contract it 
would be liable for damages; and if adequate redress 
could not be had at law, a court of equity would 
enforce the covenant by enjoining future breaches and 
awarding compensation for those in the past. 

It did make substantially such a covenant in the 
licenses, and if the defendant has conspired to assist it 
in violating the contract, undoubtedly the complainant 
would be entitled to relief upon the well settled doc- 
trine that a third person may be enjoined from con- 
spiring to assist a covenantee to break his contract. 

Angle vs. Chicago R. Co., 151 U. S., 1. 

Wells vs. Abraham, 146 Fed. Rep., 190. 

N._Y. Phonograph Co. vs. Jones, 2 Fed. 
Rep., 197. 123 


SEconp. But, as has been heretofore indicated, the 
language of the covenant cannot be interpreted to 
apply to phonographs not containing any of the pat- 
ented inventions. The negative covenant could not 
therefore confer anything in the nature of an exclusive 
right in relation to unpatented phonographs. 

(1) The settled rule applies that the meaning of the 
parties is to be determined by the construction of the 
whole instrument rather than of any particular clause, 
for the reason that the parties have the same general 
purpose and object in view in all parts of the instru- 
“ment. 

In the construction of contracts, 


. “such meaning is to be giveu to particular parts, 
as will, without violence to the words, be con- 


pee Dear 
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sistent with all the rest, and with the evident 
object and intention of the contracting parties.” 

“The same parties make all the contract, and 
may be supposed to have had the. same purpose 
and object in view in all of it and if this purpose 
is more clear and certain in some parts than in 
others, those which are obscure may be illus- 
trated by the light of others.” 

“Words of broad signification will be inter- 
preted with reference to the subject-matter of the 
contract, unless the intention is clear that they 
should be taken in their broad meaning.” 

Jones on Contracts, Sections 210 and 220. 


In Browning vs. Wright, 2 Bosanguet & Puller Rep., 
13, a deed contained a warranty by the grantor against 
the acts of himself and his heirs, and a subsequent 
covenant expressed in general terms that he was seized 
in fee simple and that he had good right and power to 
convey. Held that the latter covenant was to be con- 
strued in connection with the previous covenant, and 
should be limited to the acts of the grantor. 

(2) The covenant is based upon the recitals which 


- immediately precede it. After reciting that: whereas 


licensee “desires to obtain such exclusive rights” 
(those previously mentioned as created by the patents 
enumerated), the covenant is “ Now therefore” the 
lessor agrees that “ it will grant no other similar rights 
or any rights for the use of the phonograph” within 


. the licensed territory. What phonograph is meant ? 


Plainly, the phonograph is the one which has been 
mentioned—that respecting which the lessor controls 
the exclusive rights in the United States and Canada. 
The short term, “ phonograph,” is used to prevent un- 
necessary verbiage. 

As to the effect of such recital in controlling the 
meaning of a covenant, see Wational Mechanics Bank- 
ing Assn. vs. Conklin, 90 N. Y., 121. 

(3) The fourth clause shows that the phonographs 
to be delivered to the lessees are those “ made and to 
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be used under the patents and rights (exclusive rights) 
herein described.” 

(4) If the covenant and the license generally are 
meant to reach unpatented inventions, there was no 
necessity or propriety in the recitals about patents, or 
of the specific provisions whereby the phonographs or 
“instruments ” are to contain the future improvements 
and inventious perfected by the inventor. The whole 
agreement would have been shortly phrased so as to 
grant to the licensee the exclusive right to use an1 
lease in the licensed territory “all phonographs manu- 
factured or to be manufactured ” by tbe licensor. 

The term “ the phonograph the covenant was used 
as a short descriptive term, as it is in various other 
clauses of the license, to avoid the repetition of such 
words as “ phonographs embodying the inventions pat- 
ented or to be patented.” 

(5) The construction placed by the Court in its sec- 
ond opinion upon the meaning and effect of the exten- 
sion clause in the agreement, shows that the agreement 
was one relating purely to patent rights, as the exten- 
sion clause was held to be limited to a period co- 
extensive with the duration of the patent. 

(6) The decree and injunction show that it was not 
intended to enjoin the defendant from using or selling 
phonographs of any kind in the licensed territory, 
otherwise the prohibition would have been broadly to 
that effect, and it would not have been deemed neces- 
sary to insert the accompanying limitations. 

(7) In the various decisions in the Circuit Courts of 
the United States in which the meaning of the con- 
tract may have been considered, in some of them the 
whole instrument was not before the Court, and there 
was no opportunity or occasion for a careful consider- 
ation of the particular clause, and in others it was 
treated as a contract respecting phonographs contain- 
ing patented inventions. 

Thus, Judge Gray’s decision, 110 Fed. Rep., 26, 
arose on demurrer. 

Judge WHEELER’s decision, 112 Fed. Rep., 812,treats 
the license as one “for the use and subletting of 
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phonographs and sale of appliances therefor, covered by 
numerous Edison patents,” 

Judge SmwonTor’s opinion, 122 Fed. Rep., 623, treats 
the case as one in which the question was con- 
cerning the right “to exploit and sell the inventions 
under the Edison patents.” 

Jadge Hazet’s opinion, in 123 Fed. Rep., 198, says 
the gravamen of the bill of complaint is “that the 
defendant, with knowledge of complainant's exclusive 
territorial right to sell the patented phonograph and 
supplies therefor, violated those rights.” 


Tarp. The doctrine that a party who is conspiring 
to induce a covenantee to break his covenant, becomes 
liable for the consequences, is not applicable to the 
present case. 

The defendant has not induced the North American 
Company to break its negative covenant, but stands on 
its own right to sell its own phonographs to whomso- 
ever it may choose. : 

The avernment in the bill of complaint, respecting a 
scheme to wreck the North -American Company and 
acquire its rights, is not established by the proofs, and 
was not adopted in the decision of the cause. 


The Second of these Propositions is 
Unsound. 


The defendant did not, through the purchase of the 
assets of the North American Company at the re- 
ceiver’s sale, become bound to the covenants and obli- 
gations of that company. 


First. As has been said, notwithstanding that pur- 


chase, the rights of licensees were not impaired. So ° 


also, if defendant were seeking to enforce any of the 
licenses granted by the North American Company, it 
would take them with all their covenants and burdens, 
and could only enforce them upon fulfilling the obliga- 
tions of the North American Company. In all other 
respects its purchase was unconditional. 
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* Seconp. The purchaser of the assets of a corpora- 
tion, at a judicial sale, assumes no other obligations 
than he would if he had purchased the assets of an in- 
dividual at such a sale. 
(1) The “trast fund” doctrine does not differentiate 
@ purchase of a corporation from one of an individual. 
Fogg vs. Blair, 133 U. S., 541. 
Hollins vs. Coal Co., 150 U. S., 371. 
silt vs. Missouri Pac. Ry. Co., 78 F. R., 


In Wabash Co. vs. Ham, 114 U.S., 594, the Court 
Bay : 


“The property of a corporation is doubtless a 
trust fund for the payment of its debts, in the 
sense, that when the corporation is lawfully dis- 
solved and all its business wound up, or when it 
is insolvent, all its creditors are entitled in equity 
to have their debts paid out of the corporate prop- 
erty before any distribution thereof among the 
stockholders. It is also true in the case of a cor- 
poration, as in that ofa natural person, that any 
conveyance of property of the debtor without 
authority of law, and in fraud of existing creditors, 
is void as against them.” 


In Hollins vs. Coal Co. 150 U. S., 371, Justice 
Brewer said, p. 385: 


“A party may deal with a corporation in respect 
to its property in the same manner as with an in- 
dividual owner, and with no greater danger of 
being held to have received into his possession 
property burdened with a trust or lien.” 


(2) The proposition that the purchaser of property 
at an execution sale, or of the property of an insolvent 
corporation under a decree of sale, becomes liable for 
the debts or contractual liabilities of the predecessor 
in title, is not sanctioned by authority or principle. 
Witere there is a merger, or consolidation of pre- 
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existing corporations, it is usually provided by stat- 
utory law that the new corporation shall succeed to 
the liabilities of the old one (115 U. S., 587). But 
even when a corporation is organized to acquire the 
assets and franchises of an insolvent one, and buys 
them at a judicial sale, it is not liable for, the con- 
tracts of the old corporation, unless the decree so 
provides. 

Sullivan vs. Portland R. Co., 94 U. 8., 810. 


Hoard vs. Chesapeake R. Co., 123 U.S., 
222. 


(3) A purchaser at a judicial sale looks to the judg- 
ment or decree for the measure of his rights and lia- 
bilities, and when he purchases and pays he has the 
right to say that it is his contract with the Court. 

Central Trust Co. vs. Wabash R. Co., 30 
Fed. Rep., 332. 


Tuirp. The defendant was not charged with 
notice of the existence of the covenant. 


“ Since the promoters of a projected corporation 
are not its agents and cannot bind it, their knowl- 
of facts is not imputable to its corporation when 
formed, unless they are then acting as its manag- 
ing officers or as its agents in the matter to which 
the facts relate. Thus where a corporation is or- 
ganized to purchase a patent right, it is not 
affectell with a promoter’s knowledge of the de- 
fects in the title to the patent right. And a cor- 
poration which possesses property is not charge- 
able with the promoter's knowledge of an incum- 
brance thereon.” 

Clark & Marshal, Priv. Corp., Sec. 104. 


In Burt vs. Batavia Paper Co., 86 Tll., 66, the prop- 
erty of a bankrupt corporation was sold to a new cor- 
poration, promoters of which had notice of an incum- 

,brance on the property; and it was held that this was 
not notice in the corporation in the absence of evi- 
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dence showing that the ‘promoters were’ agents or 
managing officers. 
There is no evidence in the present case that Mr. 
Edison was agent or managing officer of the defendant. 
Of course, notice to a stockholder is not notice to 
the corporation. e 


The Third Proposition is Unsound. 


As Judge Hazet in effect held, the complainant's 
licenses remained effective for the term the licensor 
had authority to license. As to any one of the patents, 
the licensed term could not extend beyond the life of 
the patent. This subject is so fully discussed in the 
brief of my associate, that I shall not further refer 
to it. 


The Fourth Proposition is of no Import- 
ance. 


It falls to the ground if the first is unsound. If our 
construction of the covenant is correct,’ nearly all the 
other questions which have been discussed become 
practically unimportant, because if, since the injunc- 
tion, the phonographs sold by the defendant have em- 
bodied any of the patented inventions as to which the 
patents are still in life, these inventions can readily be 
and will be disassociated from the phonograph. 


The Equities of the Case Should Influence 
the Court to Adhere Strictly to What 
Has Already Been Decided. 


The contracts with the complainant’s predecessors 
were made in October, 1888, and February, 1889, and 
were faithfully adhered to between the North American 
Company and the complainant until July 1, 1893. The 
business proved unsuccessful and all the parties en- 
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gaged in it, the North American Company as well as 
the licensees, practically collapsed. 

In 1893 the shares of the complainant, of the par 
value of one hundred dollars, were selling for twenty- 
five cents. < 

The causes are sutticiently set forth in the Lombard 
letter and circular of Spencer Trask & Co., to the in- 
vestors, which that firm had interested in thé inter- 
prise. (See answering affidavits, pp. 203-205). 

As Judge Hazet said, in his first opinion : 


“ Contrary to the expectation of the promoters, 
“the business was not prosperous, and all the 
“‘ witnesses were agreed that the enterprise was 
“unsuccessful because of defects and imper- 
“fections in the phonographs, and inability to 
“ procure machines with which to do business ” ; 


that is, to procure commercially practicable machines. 

In 1897, the machines were improved by what is 
known as the “spring power attachment,” and later a 
new form of molded record, and began to acquire 
popularity for amusement purposes. 

By using the improved machines, and making con- 
tracts with vendees, by which the latter could obtain a 
much larger margin of profit to induce them to deal in 
them than had been granted by the old company to its 
licensees, the business began to prosper until, when 
the present suit was brought in 1901, the defendant 
had established a large and profitable business, 

The complainant had taken no part in the efforts 
which contributed to this success. Its original rights, 
as licensee, were for a term of five years. Its original 
term of license expired in 1893 ; but by a provision in 
the license, the term was to be extended upon the de- 


“posit with the Central Trast Company, for delivery to 


the North American Phonograph Company, of $250,000 
of capital stock. The additional stock was deposited, 
as also was the renewed license by the North Ameri- 
can Company ; but before either were delivered, and 
on October 3, 1894, the complainant notified the de- 
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positary not to deliver the stock certificates. They 
never were delivered and it was not until after the 
beginning of this suit that this notice was revoked. 

The suit is purely a speculation, to compel the de- 
fendant to make terms with the complainant for the 
non-fulfillment of a license contract by the North 
American Phonograph Company, which was practically 
worthless to the complainant, and under which, as 
subsequent events have proved, it never could have 
made a living profit. 


Finally. 


The defendant has the same right to make and sell 
phonographs not embodying the patented inventions 
acquired under the licenses, that any person would 
have who was a complete stranger to the transactions 
between the parties. If it is selling within the licensed 
territory of the complainant, phonographs which em- 
body any of these inventions, it can be and ought to be 
enjoined. 

We insist, however, that it has a right to sell phono- 
graphs which contain inventions made after the spring 
of 1896, ulthough it has not done so since the granting 
of the injunction, except as to two unimportant feat- 
ures. Ifthe Court should conclude that it ought not 
to sell phonographs having these two features, the de- 
fendant is ready to remove them. 


For the foregoing reasons, the application 
for an attachment should be denied. 


[33107] 
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